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David Dranove's encyclopedic knowledge of the complexities of fee-for-service (FFS) medicine and the managed care industry, and his understanding of the economic and historical forces shaping health care serve us well as he thoroughly analyzes the substantial changes that have developed in this industry over the last quarter of a century. It is to Dranove's considerable credit that he opens many doors for both the lay and academic reader alike to think again where our health care system is coming from and where it is headed. Dranove does convince us, on the economic grounds of horizontal and vertical integration as well as technological change, that the era of the Marcus Welby physician is over. At the end, however, we might be unconvinced that the managed care era, as currently practiced and acclaimed by Dranove, will be with us for the long run.
Dranove shines brightest when he describes health care as a business, and the inefficient government regulation, such as planning and certificate-of-need laws, that this industry has endured over the last 25 years. Eight chapters take us on a tour of Marcus Welby, FFS medicine, to the origins of managed care, to the mergers engendered by managed care, and finally to the present-day status of managed care. Dranove is to be commended for his comprehensive, balanced discussion of the cost-saving accomplishments of managed care, as well as an extended analysis of health care quality (the book's second largest chapter) as an objective of the managed care firm. believed that an empty hospital bed soon would be a filled bed-is an economist rather than a physician.
Three key points detract from Dranove's admiration of a health care system dominated by managed care. The first is the issue of the uninsured. Most people do not get upset if not everyone owns a Mercedes automobile, but there is something to be said about health care as a merit good, and the increasing number of those without health insurance in the world's most prosperous country. Unfortunately, the status of the uninsured is not addressed in this book as part of the managed care system. Managed care did not cause more than 40 million Americans to be without health insurance-indeed, by curbing health care costs managed care probably reduced the number of uninsured-but no one would claim that it alone has or will solve the problem of the large number of uninsured.
The second is that the incentives of the employer (from whom 80% of those in the private sector receive their health insurance) are not in line with the managed care model. Although there may be some exceptions-such as Cleveland's larger firms and the Leapfrog Group of manufacturers in the automobile industry-in repeated surveys, nearly all employers say they offer only a limited number of health care plans to their employees, and the plans offered are the lowest-cost managed care plans in the area with-out regard to quality of care. The employer, recognizing the mobility of its workforce, may not be interested in maximizing quality of care for its employees over a long term, but minimizing short-run costs of health care.
Third, managed care firms that would attempt to offer superior quality, for example, by contracting with the better physicians and hospitals, would be subject to adverse selection. Why might these managed care plans provide, or continue to provide, superior quality when the sickest individuals would be most likely to be attracted to them? Competing on superior quality would raise the costs of these managed care plans with a resultant decline in market share; Dranove, and other managed care proponents, still have to show how nongovernmental or governmental intervention can create incentives for managed care organizations to compete on superior quality.
It is clear that because of rising costs and changes in market structures and technology, the market has made the Marcus Welby physician and its culture obsolete. This book provides a superb background of the managed care organization and suggests that contemplating the form that managed care will take in the future will keep us occupied for many years to come.
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